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1. 


Following  up  the  discussion  of  the  cominittee  at  the 
meeting  on  January  22,  19^1-8,  with  respect  to  "broad  base  per- 
sonal taxes",  attached  please  find  a memorandum  which  shows; 

1.  The  effect  of  a 2/o  retail  sales  tax,  excluding 
food,  the  effect  of  a 2%  retail  sales  tax  in- 
cluding food,  and  the  effect  of  a 2%,  no- 
exemption, personal  income  tax  upon  families  in 

I 

different  income  brackets, 

2.  The  estimated  percentages  of  Pennsylvania 
families  in  different  income  brackets. 

I. The  Taxation  of  Retail  Sales 

The  effect  of  retail  sales  taxes  depends  in  large 
measure  upon  the  coiimiodities , or  groups  of  commodities,  included 
in  the  tax  base. 

Table  I,  belov/,  shows  the  average  expenditures  for 
selected  consum.ption  items  as  percentages  of  average  family 
incom.es . 


TABLE  I 


2. 


AVERAGE  EyPEMDITURES  FOR  SELECTED  CONSUMPTION  ITEMS 
CENT.IGES  OF  AVERAGE  FAi'IILY  INCOI-DE  * 


AS 


PER- 


Income 

Levels 

All 

Items 

Food 

Housing 

Household 

Operation 

Clothing 

Auto- 

mobile 

Medical 

Care 

fl') 

(2) 

(3) 

(4) 

(5) 

(6)  . 

(7)  . 

. (8)  . 

500  - 

750 

112.76 

49.44 

19.94 

13.56 

8.93 

4.47 

4.63 

750  - 

1,000 

104.58 

43.48 

18.42 

12.13 

8.92 

5.03 

4.35 

1,000  - 

1,250 

100.62 

38.66 

18.12 

11.61 

8.93 

6.25 

4.20 

1,250  - 

1,500 

96.48 

35.70 

16.86 

10.92 

9.02 

6.82 

4.18 

1,500  - 

1,750 

93.80 

32.69 

15.56 

10.30 

9.12 

7.63 

4.40 

1,750  - 

2,000 

92.07 

30.51 

16.51 

10.17 

8.97 

8.42 

4.32 

2,000  - 

2,500 

88.61 

27.78 

15.71 

9.59 

9.32 

9.00 

4.10 

2,500  - 

3,000 

84.79 

25.41 

14.88 

9.58 

9.39 

8.91 

4.01 

3,000  - 

4,000 

30.41 

22.69 

14.29 

9.40 

9.31 

8.52 

3.89 

4,000  - 

5,000 

74.61 

19.40 

13.00 

9.11 

9.29 

8.70 

3.60 

5,000  - 

10,000 

64.79 

15.10 

11.41 

3.50 

8.10 

7.59 

3.61 

10,000  - 

15,000 

53.70 

10.69 

10.61 

6.70 

7.30 

6.00 

2.00 

15,000  - 

20,000 

52.70 

10.30 

8.60 

6.80 

7.30 

5.30 

2.40 

20,000  and  up 

35.40 

5.40 

6.50 

5.20 

5.20 

4.20 

2.00 

Trans- 

porta- 

tion 


Income 

Levels 

Recre- 

ation 

Furnish- 

ings 

Person- 
al Care 

Tobacco (not 
auto) 

Reading 

Educa- 

tion 

- Other 
Items 

(1) 

(9) 

(10) 

. (11) 

(12) 

(13) 

(14) 

(15) 

(16) 

$ 500 

750 

1.75 

2.55 

2.23 

2.23 

.80 

.96 

.48 

.30 

750 

- 

1,000 

1.95 

3.09 

2.06 

2.17 

1.03 

1.03 

.46 

.46 

1,000 

- 

1,250 

2.23 

3.39 

2.14 

1.96 

.98 

.98 

.62 

.54 

1,250 

- 

1,500 

2.27 

3.52 

1.98 

1.98 

1.03 

1.03 

. 66 

.51 

1,500 

- 

1,750 

2.61 

3.47 

1.99 

1.80 

.99 

.93 

.68 

. 62 

1,750 

- 

2,000 

2.68 

3.72 

1.91 

1.80 

.98 

.87 

.82 

.38 

2,000 

- 

2,500 

2.79 

3.42 

1.89 

1.71 

.99 

.90 

.90 

.50 

2,500 

- 

3,000 

2.98 

3.09 

1.80 

1.51 

.88 

.81 

1.10 

.41 

3,000 

- 

4,000 

3.09 

3.01 

1.59 

1.41 

.91 

.80 

1.09 

.41 

4,000 

- 

5,000 

3.10 

2.51 

1.50 

1.21 

.80 

.71 

1.30 

.39 

5,000 

- 

10,000 

3.00 

2.30 

1.29 

.90 

.70 

.60 

1.21 

.49 

10,000 

- 

15,000 

2.99 

2.00 

1.00 

.70 

1.00 

.50 

2.00 

.20 

15,000 

- 

20,000 

2.80 

1.60 

.90 

.60 

2.30 

.40 

3.10 

.30 

20,000 

and  up 

2.20 

1.10 

. 60 

.30 

1.00 

.30 

1.20 

.20 

* The 

above  percenta, 

ges  are  based  upon 

a publi. 

cation 

of  the  National 

Re- 

sources  Committee  titled  "Consumer  Expenditures  in  the  United  States,"  Washing- 
ton, D.  C.,  1939.  It  should  be  noted,  in  evaluating  these  percentages,  that 
f.  11  availa.ble  evidence  indicates  that  while  absolute  amounts  expended  for  cer- 
tain consumption  items  change  from  year  to  year,  the  percentage  distribution 
of  consumption  items  is  fairly  stable  over  the  years. 
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Table  I should  be  read  as  follov;s;  On  the  average, 
families  v/hich  have  incomes  of  from  -.p500  to  $750  per  year 
(column  1),  spend  112,76^  (column  2)  of  their  average  income 
for  the  items  listed  in  Columns  3 to  l6  inclusive. 

Inspection  of  colum-ns  3 to  l6  inclusive,  shows  that 
expenditures  of  the  typical  family  for  all  items  except  expendi- 
tures for  recreation,  (column  9),  transportation  other  than 
automobile  transportation  (column  13)?  and  education  (column  15), 
when  expressed  as  fractio.j.s  of  per  family  income,  decrease  with 
increasing  per  fam.ily  income.  This  means  that  all  flat  rate 
taxes  upon  the  items  comprising  major  comsunption  categories 
except  recreation,  transportation  other  than  automobile  trans- 
portation and  education,  are  "regressive,"  that  is,  the  percent- 
age of  income  taken  by  these  taxes  decreases  as  income  increases. 

I I_j The  Effect  of  Selected  Pens onal  Taxes  Upon  Famil ies  in 

Different  income  Brackets 

Table  II,  below,  shows  the  follov/ing  taxes  expressed  as 
percentages  of  per  family  income; 

1.  A 2%  retail  sales  tax  upon  the  items  entering  into 
household  operation,  clothing  and  personal  care  (column  3). 

2.  A 2%  retail  sales  tax  upon  the  items  entering  into 
household  operation,  clothing,  personal  care  and  food  (column  4), 

3.  A 2%  no-exomption  tax  upon  total  income  (column  5). 


TABLE  II 


SELECTED  TAXES  AS  PERCENTAGES  OF  FAillLY  INCOME 


Percentage  of  Average  Income  for  Selected  Taxes 

Income 

Level 

Average 

Income 

Retail  Sales  of 
Tangible  Property 
Exclusive  of  Food 

Retail  Sales  of 
Tangible  Property 
Including  Food 

Personal 

Income 

fl) 

(2) 

.....  (3) 

(4) 

(5) 

o 

o 

1 =©&■• 

750 

1 627 

0.54 

1.53 

2 

750 

- 1,000 

874 

0.52 

1.39 

2 

1,000 

- 1,250 

1120 

0.52 

1.29 

2 

1,250 

- 1,500 

1364 

0.51 

1.22 

2 

1,500 

- 1,750 

1612 

0.50 

1.15 

2 

1,750 

- 2,000 

1329 

0.50 

1.11 

2 

2,000 

- 2,500 

2221 

0.48 

1.04 

o 

o 

•s 

cv 

- 3,000 

2715 

0.48 

0.99 

2 

3,000 

- 4,000 

3394 

0,47 

0.92 

2 

4,000 

- 5,000 

4391 

0.45 

0.84 

2 

5,000 

- 10,000 

6874 

0.43 

0.76 

2 

10,000 

- 15,000 

11353 

0.34 

0.55 

15,000 

- 20,000 

17331 

0.31 

0.54 

2 

20,000 

and  up 

41871 

• 

0.27 

0.38 

2 

Column  3 

Column  4 
Column  5 


- 2%  sales  tax  on  tangible  personal  property  (household  operation, 
clothing,  furnishings,  personal  care),  exclusive  of  food. 

- Same  as  Column  3 plus  food. 

- 2%  tax  on  total  income. 
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Table  II  should  be  read  as  follov/s;  The  average  income 
of  a family  in  the  income  range  ;Ip500  to  (column  1)  is  ‘:;627 

(column  2),  and  a 2%  retail  sales  tax  upon  the  items  entering  into 
household  operation,  clothing  and  personal  care  v/ould  take  .5^/^ 
(column  3)  of  the  average  income  of  1^627. 

Ill , The,  Net  Additional  Tax  Burdens  which  Selected  Per sonal  Taxes 
Ij'roose  upon  Families  in  Different  Income  Brackets 

What  matters  in  the  end  to  the  taxpayer  and  the  voter 

in  connection  v;ith  proposed  State  taxes  is  not  the  percentage 

fraction  by  which  these  taxes  reduce  his  income,  but  the  net 

additional  burden  v/hich  the  taxes  in  question  threaten  to  impose 

upon  him.  Manifestly,  the  net  additional  burden  is  not  measured 

by  the  fraction  of  income  taken  by  a given  State  tax,  because  the 

State  tax  becomes  a deduction  for  federal  income  tax  purposes. 

Table  III  belov/,  shows  the  net  additions  in  tax  burdens 

expressed  as  fractions  of  per  family  incomes,  generated  by  the 

introduction  of  the  selected  persox'ial  taxes  shov/n  in  Table  II, 
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TABLE  III 


THREE 


} 


SELECTED  TAXES  AS  PERCENTAGES  OF  INCOME,  FOR  F^^MILY  OF 
AFTER  Taking  account  of  ALLOVABLE  DEDUCTIONS  IN  FEDEFjJ.  INCOPIE  TaX 


Income 

LevelvS 

Retail  Sales  of 
Tangible  Property 
Exclusive  of  Food 

Retail  Sales  of 
Tengible  Property 
Including  Food 

Personal 

Income 

(1) 

. (2) 

(3) 

. (4) 

o 

o 

- 

750 

.54 

1.53 

2.0 

750 

- 

1,000 

.52 

1.39 

2.0 

1,000 

- 

1,250 

.52 

1.29 

2.0 

1,250 

- 

1,500 

.51 

1.22 

2.0 

1,500 

- 

1,750 

.50 

1.15 

2.0 

1,750 

- 

2,000 

.41 

.90 

1.62 

2,000 

- 

2,500 

.39 

.84 

1.62 

2,500 

- 

3,000 

.39 

.30 

1.62 

3,000 

- 

4,000 

.38 

.75 

1.62 

4,000 

- 

5,000 

.36 

.66 

1.58 

5,000 

- 

10,000 

.32 

.57 

1.51 

10,000 

- 

15,000 

.23 

.37 

1.35 

15,000 

- 

20,000 

.17 

.30 

1.15 

20,000 

and  up 

.10 

.15 

.77 

Table  III  should  be  read  as  follov/s:  The  introduction 
of  a 2/3  retail  sales  tax  upon  the  items  entering  into  household 
operation,'  clothing  and  personal  care  would  impose  a net  addi- 
tional burden  of  , (column  2)  upon  families  in  the  income 
bracket  $500  to  $750.  If  food  is  included  in  the  tax  base,  the 
net  additional  burden  will  be  1.53^  (column  3).  It  is  on  the 
basis  of  Table  III  rather  than  Table  II,  that  alternative  per- 
sonal State  taxes  should  be  evaluated. 

IV, Estimated  Percenta/^es  of  Pennsylvania  Families  in  ^Selected 

Income  Brackets 

If  tax  proposals  are  to  become  taxes,  they  must  have  the 
support  of  the  electorate. 

Table  IV  below,  has  been  prepared  to  aid  in  the  formu- 
lation of  judgmients  regarding  the  political  feasibility  of  the 
taxes  shown  in  Tables  II  and  III,  and  such  other  levies  of 
similar  nature  as  the  members  may  elect  to  consider. 


TABLE  IV 
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8. 


EjTIMATED 

PERCENT  OF 
FOR  MEM 

PENNSYLVANIA  FAMILIEJ  AT  VAPJOUS 
INCOME  OF  ^3,519  (19’+2-19’+6,  incl 

INCOME 

.) 

LEVELS 

Level 

Percent  of 
Pennsylvania  Families 

Cumulative 

Pennsylvania 

% of 
Families 

(1) 

(2) 

(3) 

0 - 

250 

1.3  \ 

1.3 

250  - 

500 

1.3 

2.6 

500  - 

750 

o 

• 

<M 

^.6 

750  - 

1,000 

IV) 

• 

1 

7.3 

1,000  - 

1,500 

11.0 

1,500  - 

2,000 

5,6  - 

15.6 

2,000  - 

2,500 

5.2 

20.8 

2,500  - 

3,000 

6A 

27.2 

3,000  - 

3,500 

11.8 

39.0 

3,500  - 

^,000 

13.0 

52.0 

4, 000  - 

It,  500 

23,0 

75.0 

L,500  - 

5,000 

15.0 

90.0 

5,000  - 

10,000 

8.0 

98.0 

10,000  - 

15,000 

.9 

98.9 

15,000  and  up 

1.1 

100.0 

f > 
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Table  IV  should  be  read  as  follows;  Over  the  period 

* 19h2  to  19^6,  an  estimated  1,3%  (column  2)  of  Pennsylvania 

families  had  incomes  of  less  than  $250  (column  1)5  1,3%  (column  2) 

of  Pennsylvania  families  had  incomes  of  from  -^*^250  to  ^500, 

It  should  be  carefully  noted  that  the  computations  in 

. 

Table  IV  are  based  upon  average  family  incomes  for  the  entire 
period  from  19^2  to  19^6,  inclusive. 


